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In this briefing we look at the impacts of the Asian economic upheaval. The briefing covers the major ASEAN countries, China, Hong Kong, Japan and South Korea.


To obtain a quantitative guide to the economic impacts of the crisis on each country we compare consensus forecasts for 1998 and 1999 made at the end of April 1997, immediately before the first major speculative attack on the Thai baht, with the latest available forecasts made in early January 1998.� As an example take the comparison for Thailand’s real consumption growth. Before the crisis (ie in April 1997), the consensus forecast was for 5.6 per cent growth in 1998. The current forecast (made in January 1998), which takes account of the effects of the crisis is for a 3.5 per cent contraction, a reduction of 9.1 percentage points. We attribute all of the difference (ie all of the 9.1 percentage points fall in expected growth) to the expected impact of the crisis on Thailand’s real-consumption growth in 1998. 


Country-by country commentary


We begin with the countries effected most by the crisis (Thailand and Indonesia), and finish with the countries effected least (China and Japan).


1. Thailand (latest spot exchange rate 49.2 baht/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
5.6�
5.8�
4.6�
5.0�
25.83�
25.55�
10.5�
10.5�
�
Current�
-3.5�
1.8�
10.1�
8.1�
51.57�
48.45�
17.6�
16.6�
�
Difference�
-9.1�
-4.0�
5.5�
3.1�
25.74�
22.90�
7.1�
6.1�
�
Current situation


The baht was the first currency to come under attack.


After an unsuccessful defence, the Bank of Thailand decided to float the currency on 2 July, leading to a series of sharp devaluations.


To support the currency, interest rates have been increased, resulting in higher costs of servicing foreign debt and to a sharp slow down in activity in interest-sensitive areas of the economy (particularly consumer durables and capital equipment).


The devaluation has caused import prices to rise sharply, leading to higher inflation.


The IMF’s intervention has assisted in replenishing foreign exchange reserves - but it obliges the government to severely tighten fiscal policy.


�
Future prospects


Look to a slow but steady pick up in production as interest rates fall to around 6.0 per cent by the middle of the year and the recent cut in banking reserve requirements releases more liquidity into the system.


It is unlikely that the appointment of the new Prime Minister in November will hasten or curtail recovery.


Inflation will increase through most of 1998 due to the flow on effects from devaluation.


2. Indonesia (latest spot exchange rate 9325 Rupiah/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
6.4�
6.5�
6.8�
6.5�
2487�
2500�
15.2�
15.0�
�
Current�
-0.5�
1.7�
14.2�
11.1�
7007�
6992�
23.0�
29.0�
�
Difference�
-6.9�
-4.8�
7.4�
4.6�
4520�
4492�
7.8�
14.0�
�
Current situation


Since the crawling peg exchange rate regime was abandoned, the rupiah has devalued substantially.


Despite the US$38bn IMF rescue package, financial and economic conditions continue to deteriorate, with low investor and consumer confidence combining with high interest rates, and a dry-up of liquidity (add drought and fires here too) to produce contractions in most sectors.


The IMF package will have a negative short-term impact on growth with its requirement of tight monetary and fiscal policies, but its longer term reform agenda is clearly positive.


Current high interest rates have not attracted foreign capital, but have intensified the risk of companies defaulting as they struggle to refinance foreign debts. 


Future prospects


Current evidence suggests that the devaluation has been too strong, and that the currency is now undervalued. If this is true, then after a period of stabilisation we can expect to see a strengthening of the rupiah through the second half of 1998.


However, Indonesia appears likely to remain in recession for longer than the other ASEAN countries, in part because of its apparent lack of commitment to IMF reform.


One of the first areas of recovery will come in the external sector which will benefit from the devaluation.


�
3. South Korea (latest spot exchange rate 1737 Won/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
5.5�
6.1�
4.6�
4.5�
881�
447�
12.0�
11.0�
�
Current�
-0.9�
1.6�
8.9�
5.5�
1578�
1445�
18.4�
13.2�
�
Difference�
-6.4�
-4.5�
4.3�
1.0�
697�
998�
6.4�
2.2�
�
Current situation


The authorities allowed the won to float freely in November, producing the inevitable devaluation.


The main problem at present is low investor confidence, fragility in the financial sector and a severe liquidity crunch  which has significantly increased the likelihood of large corporate loan defaults (reflected in Moody’s and Standard and Poor’s downgrading of sovereign foreign currency debt)


The recent presidential election saw a shift in power to the centre-left. Although the new administration supports the IMF-led package (required to support the collapsing banking sector) the president elect has criticised its tough conditions.


Future prospects


Past history suggests that the Korean economy will relatively quickly respond to the crisis and export itself our of the problem.


Expect to see large increases in exports of steel, other metal products, transport equipment and electronic equipment (mainly semi-conductors) on the back of a weaker won. 


4. Malaysia (latest spot exchange rate 3.98 Ringgit/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
7.4�
7.8�
3.5�
3.3�
2.46�
2.45�
7.5�
7.5�
�
Current�
0.8�
1.7�
5.7�
5.5�
4.28�
3.99�
9.7�
9.0�
�
Difference�
-6.6�
-6.1�
2.2�
2.2�
1.82�
1.54�
2.2�
1.5�
�
Current situation


After Thailand, Malaysia was the next to experience currency turmoil. The ringgit’s fall, coupled with the plunge in stock market prices, led to increasing monetary and fiscal policy austerity. 


Interest rates and inflation have risen, while economic growth has fallen.


However, relatively little short-term foreign debt has enabled the Central Bank to maintain an accommodative monetary policy which, along with a high saving rate, has helped to avert a financial collapse. 


On the fiscal front, significant progress towards moderation has been made with high-profile projects being cancelled and cuts in general government expenditure


Future prospects


A strong export base (about 55 per cent of exports go to the US, Europe and other less-effected countries), coupled with good financial and fiscal management suggests that Malaysia will one of the first countries to recover from the crisis. (property markets, however, look set for a prolonged slump, and the near-term future of the stock market is uncertain). 


Another positive is that existing price controls will continue to help in preventing higher import costs from boosting consumer prices and from keeping interest rates high.


5. Philippines (latest spot exchange rate 38.5 Peso/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
6.3�
7.0�
7.0�
6.5�
26.9�
27.0�
na�
na�
�
Current�
3.0�
4.3�
9.6�
7.6�
44.5�
44.7�
na�
na�
�
Difference�
-3.3�
-2.7�
2.6�
1.1�
17.6�
17.7�
na�
na�
�
Current situation


The story for the Philippines is similar to those for the other ASEAN countries - depreciation of the currency (after the government’s decision to allow a fall) leads to higher inflation, higher interest rates (to curb inflation and to halt the currency slide) and to a reduction in economic growth.


A weaker currency will boost competitiveness, but a high import content of exports will tend to eliminate much of the benefit


Future prospects


Strong ties to the US, and sound fiscal and monetary management are positives for the Philippines.


Another positive is that it entered the crisis with a relatively low level of foreign debt and small current account deficit making it more attractive from the viewpoint of foreign investors.


6. Hong Kong (latest spot exchange rate 7.60 Dollar/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
5.1�
5.3�
5.3�
5.0�
7.76�
7.77�
6.1�
6.0�
�
Current�
2.3�
3.6�
4.5�
4.5�
7.76�
7.76�
8.9�
8.0�
�
Difference�
-2.8�
-1.7�
-0.8�
-0.5�
0.00�
-0.01�
2.8�
2.0�
�
Current situation


The crucial factor governing Hong Kong’s situation and prospects is (mainland) China. 


The Hong Kong dollar was the second last (before the Korean Won) Asian currency to come under selling pressure.


Since then, the Hong Kong Monetary Authority with the assistance of funds from mainland Chinese have been battling to defend the peg with the US$, leading to higher interest rates and subsequently lower growth, particularly in the property and the stock markets).


Consumer demand has weakened significantly due to the negative wealth effects of falling asset prices and to lower confidence.


Future prospects


The currency peg looks likely to survive the crisis, but the current interest rate premium over US rates is likely to remain high into 1999.


Strong connections with China (34 per cent of all exports), the US (21 per cent) and Europe (around 10 per cent) are positive factors, as is the moving forward into 1998 of start-up dates for  several large-scale infrastructure, housing and social expenditure programs. 


7. Singapore (latest spot exchange rate 1.68 Dollar/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
6.5�
6.8�
2.1�
2.0�
1.41�
1.39�
2.5�
3.5�
�
Current�
3.5�
4.6�
2.7�
2.7�
1.74�
1.65�
7.5�
5.0�
�
Difference�
-3.0�
-2.2�
0.6�
0.7�
0.33�
0.26�
5.0�
2.5�
�
Current situation


The most significant impact of the currency crisis on Singapore is likely to be an indirect one - the other ASEAN economies account for nearly a third of Singapore’s exports.


The Singapore economy is fundamentally sound, and although interest rates have risen (with negative impacts on consumption and investment) robust performances in both the electronics and chemicals industries along with continued high investment in several large projects has kept economic growth moderately strong.


The strengthening of the Singapore dollar against other currencies in the region has cut into Singapore’s competitiveness, but this has had little impact on the country’s supply of entrepot trade services.


Future prospects


Singapore will be the fastest growing ASEAN country in 1998 and 1999 with relatively little inflation.


The future for Singapore post 1999 looks just as rosy as it did pre-crisis. 


8. China (latest spot exchange rate 8.28 Renminbi/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
10.6�
10.0�
9.8�
10.0�
na�
na�
na�
na�
�
Current�
9.0�
8.4�
3.7�
5.3�
na�
na�
na�
na�
�
Difference�
-1.6�
-1.6�
-6.1�
-4.7�
na�
na�
na�
na�
�
Current situation


China’s prospects continue to be influenced more by domestic factors than factors emanating from the currency crisis. 


Through most of 1997 the central bank maintained a tight monetary policy stance (it has been tight since 1994) in order to cut inflation and to pressure state-owned enterprises into structural reforms - this is likely to result in single-figure GDP growth in 1997 (around 9 per cent), compared with average growth in the three years to 1996 of 12.9 per cent, and an inflation rate of around 6.0 per cent, compared with an average inflation rate over the past three years of 16.5 per cent. 


Future prospects


The monetary authorities are expected to ease conditions in the current quarter, leading to increased private investment.


The currency devaluations outside of China have fuelled competitiveness concerns, leading to expectations that Chinese export growth in 1998 will be lower than in 1997.


A concern for the region as a whole is that the Chinese authorities respond with a devaluation of their own, putting in jeopardy the export-led strategies of the ASEAN countries.


9. Japan (latest spot exchange rate 121.2 Yen/$US)


�
Real consumption              (% growth)�
Consumer prices   (% growth)�
Exchange rate  (year-end, per $US)�
Short interest rate  (year-end, %)�
�
�
1998�
1999�
1998�
1999�
1998�
1999�
1998�
1999�
�
Before�
2.4�
1.5�
2.1�
1.5�
117.2�
111.9�
0.6�
0.7�
�
Current�
0.2�
1.0�
0.7�
0.4�
125.9�
119.8�
0.6�
0.5�
�
Difference�
-2.2�
-0.5�
-1.4�
-1.1�
8.7�
7.9�
0.0�
-0.2�
�
Current situation


The regional crisis has even hit Japan, exposing the fragility of its financial sector and contributing to the depressed growth outlook for 1998.


The corporate sector, which the government hoped would lead in sustaining economic growth is now faced with a severe credit crunch following the adoption of more restrictive lending practices by banks.


Most analysts agree that recent proposals to cut corporate tax rates (by 3%), and to introduce a rebate on income taxes for 1997) will be insufficient to jump-start the economy (especially in light of the government’s commitment to cut the fiscal deficit at the same time).


Government officials state that they are not concerned about the yen’s recent weakness verses the US dollar, given the slide in other Asian currencies.


Future prospects


Annual growth of no more than 1.0 per cent is forecast for both 1998 and 1999.





Beyond 1999


With the benefit of hindsight, the currency crisis appears to have been an inevitable consequence of over-valued currencies sustained by too high foreign investment in large (and often low-yielding) infrastructure projects, and by inappropriate loose Government fiscal policies. Though there is, and will be, considerable short-term pain for countries like Thailand and Indonesia, over the longer term these countries will gain from the structural adjustments now taking place. It might be that some of the worst effected countries will not return to the double-digit growth rates of recent years. But their currencies will be more correctly valued, they will be less reliant on (nervous) short-term foreign debt, and their monetary and fiscal policies will be more supportive of sustained economic growth with low inflation. 





� These forecasts were compiled from a number of sources, including Asia Pacific Consensus Forecasts (Consensus Economics Inc) and the Pacific Economic Outlook (Pacific Economic Cooperation 
